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The study investigates the determinants of the capital structure of 237 manufacturing 
firms listed in Malaysia and Indonesia stock exchange from 2005-2012. Ordinary least 
square and fixed effect model have been used to estimate the relationship between firm-
specific determinants (firm size, profitability, tangibility, non-debt tax shields, liquidity 
and share price performance) and country-specific determinants (GDP growth, inflation 
and interest rate). The result suggests that firm-specific and country-specific determinant 
varies across Malaysia and Indonesia. The results show that firm size, tangibility, and 
non-debt tax shields are significantly and positively related to overall leverage and long-
term leverage, while liquidity and share price performance are negatively related to 
leverage of Malaysian firms. For Indonesian firms, profitability, tangibility and  non-debt 
tax shields are positively related to overall and long-term leverage, but firm size, liquidity 
and share price performance are negatively related to overall leverage and long-term 
leverage. Inflation is positively related to overall leverage under the fixed effect model, 
interest rate is negatively related to overall leverage, while GDP growth is negatively 
related with long-term leverage. The results also show that firm-specific factors play an 
important role in determining the capital structure before and after the 2008 financial 
crisis. The results of this study support  the pecking order theory, the trade-off theory, 
market timing theory and the agency theory. The study has laid groundwork and detailed 
explanation about  the determinants of capital structure in Malaysian and Indonesian 
manufacturing firms.  
 















Kajian ini mengkaji penentu struktur modal untuk 237 firma pembuatan yang 
disenaraikan di bursa saham Malaysia dan Indonesia  antara tahun 2005-2012. Kaedah 
kuasa dua terkecil biasa dan model kesan tetap telah digunakan untuk menganggarkan 
hubungan antara faktor spesifik syarikat (saiz firma, keuntungan, tangibiliti, „non-debt 
tax shield”, kecairan dan prestasi harga saham) dan faktor spesifik negara (pertumbuhan 
KDNK, inflasi dan kadar faedah). Hasil  menunjukkan bahawa faktor spesifik bagi 
syarikat dan faktor spesifik negara berbeza di antara Malaysia dan Indonesia. Hasil kajian 
menunjukkan bahawa saiz firma, tangibiliti, dan “non-debt tax shield” adalah signifikan 
dan berhubungan positif dengan keseluruhan leveraj dan leveraj jangkapanjang, tetapi 
kecairan dan prestasi harga saham berhubungan negatif dengan leveraj untuk syarikat-
syarikat Malaysia. Untuk syarikat-syarikat Indonesia,  keuntungan, tangibility dan “non-
debt tax shield” berhubungan positif dengan keseluruhan leveraj dan leveraj 
jangkapanjang tetapi saiz, kecairan dan prestasi harga saham menunjukkan hubungan 
negatif dengan keseluruhan leveraj dan leveraj jangkapanjang.  Inflasi mempunyai 
hubungan positif dengan keseluruhan leveraj di bawah model kesan tetap, kadar faedah 
mempunyai hubungan negatif dengan keseluruhan leveraj, sementara pertumbuhan 
KDNK mempunyai hubungan negatif dengan leveraj jangka panjang. Hasil kajian juga 
menunjukkan bahawa faktor spesifik syarikat memainkan peranan yang penting dalam 
menentukan struktur modal sebelum dan selepas krisis kewangan 2008. Hasil kajian ini 
menyokong ramalan teori “pecking order”, teori keseimbangan, teori “market timing” 
dan teori agensi. Kajian ini telah meletakkan asas dan penjelasan terperinci tentang 
penentu struktur modal di firma-firma pembuatan di Malaysia dan Indonesia. 
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This chapter addresses and outlines the research agenda. It indicates the basis of the 
research. This chapter provides a clear snapshot on the background of the study, problem 
statement, research questions, research objectives, significance of the study, the scope of 
the study and lastly, organization of the study.   
1.2 Background of the study  
Over the past 40 years, the relationship between firm value and capital structure has been 
the most fascinating and debatable issue in the field of finance literature on both theories 
and empirical researches. Although company‟s financing behavior can influence the firm 
value, factors that determine the capital structure are also an important issue to address.  
 
Capital structure can be defined as the way company finances its investment, which is the 
mix of equity and debt. Although debt and equity may likely be different in nature, but 
they match together as company‟s financing. The important thing is to emerge the best 
financing pattern that suit the business organization. Managers of the firm play a crucial 
role in selecting the debt to equity in order to maximize firm value. A wrong choice made 
by the management of the company may lead to financial distress and lastly to 
bankruptcy.  
The contents of 
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